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General Business Conditions 


HE influence of the commodity price 
break, which unsettled business senti- 
ment in February, has gradually re- 
ceded during the past month, and 
fears that price and trade corrections 
might turn into an early downward spiral have 
diminished. Commodities have steadied at the 
lower levels and the stock market has had an 
impressive rally. The Easter retail business, 
which until the middle of March had been dis- 
appointing, picked up with warmer weather. 
Probably one reason for the swing in senti- 
ment is that as business men have had time to 
review the situation they have been impressed 
again by the strength of supporting factors. A 
second reason is that events have provided new 
support. The message of President Truman on 
March 17th, dealing with the crisis in Europe 
and describing the situation in the same grave 
terms that Secretary Marshall and many others 
have used, has put the country on notice that an 
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increase in military expenditures must be added 
to the other elements in the business outlook. 

of Defense Forrestal has followed 
with testimony before a Senate Committee that 
the defense budget for the year ended June 30, 
1949 should be raised by $3 billion. 

Unless the dangers and anxieties which have 
driven the Government to these measures are 
soon alleviated, further sums are likely to be 
asked as time goes on. In the fiscal year 1948 the 
national defense items total up to $10.7 billion, 
and the original fi in the 1949 budget, now 
to be raised, was $11 billion. 

It is appalling that measures to ready and in- 
crease the military power of this country are 
needed — in a world which still is not adequately 
feeding and clothing the victims of the last war, 
and which still has to make good its destruction, 
to curb and cure its inflation, and to get public 
finances and currencies in order. It is equally 
lamentable that new and heavy costs should be 
piled upon the staggering costs carried over from 
the last war. Armament expenditures are eco- 
nomically unproductive and a burden on people 
who want to devote themselves to useful and 
peaceful pursuits. 

The country assumes these burdens in sober- 
ness and anxiety, but in the conviction that there 
is no way to restore peace and order in inter- 
national relations except by keeping strong. Busi- 
ness has another demonstration that it is living 
in a world of strain and disturbance, in which 
calculations based on ordinary business factors 
and experience may be unpredictably upset. 

Armament Activity Supports Business 


Whether estimates of the prospect are other- 
wise favorable or unfavorable, increased arma- 
ment will be a factor mainly on the plus side, in 
terms of business activity. It will support the 
demand for many things if other demands fall 
off, and it will have to be added to other de- 
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mands if they are sustained. On the other hand, 
the uncertainties may chill enterprise and cause 
private capital expenditures to be held off, ex- 
cept where facilities will be usable either for 
armament or civilian purposes. 


The amount of the’ increase suggested by Mr. 
Forrestal is not large, relatively. It is little more 
than 1 per cent of the total annual production 
of goods and services, which is estimated to be 
running at a rate of nearly $250 billion, and 
which of course includes the armament expendi- 
tures already being made. This is very different 
in magnitude from the defense program adopted 
in the Summer of 1940, which ran up to $10 bil- 
lion or 10 per cent of the national product at 
that time. 

However, the environment in which the $3 
billion increase, if approved, will take effect is 
also different. The country in 1940 had substan- 
tial unused resources of plants and materials and 
nine million unemployed. Now its resources, in- 
cluding plants, materials and labor, are for the 
most part fully employed, and this is especially 
true of the metals and other strategic materials 
needed. The impact of new expenditures, par- 
ticularly upon bottlenecks such as the steel sup- 
ply, may therefore be more pronounced than the 
overall volume would imply. 

In any event more goods and labor will be 
diverted to armament, and the purchasing power 
created by armament production will add to the 
income stream. Increases in the armed forces 
are asked for, and must come from the potential 
labor supply. The new demands may be offset 
by a slackening, which many are now looking 
for, in industries where pipelines are now filled 
and market pressures less urgent. Or they may 
be offset by increased production and increased 
saving. The country must hope that they will 
not eause a resurgence of inflation, and unless the 
program is further expanded there is good rea- 
son for such hope. Individuals can do much to 
forestall inflationary consequences, by abating 
their demands in the areas where the needs of 
the country must have priority. 

The Tax Cut 

Another supporting influence on business is 
the passage of the tax reduction measure by Con- 
gress, with margins in both Houses apparently 
large enough to over-ride the Presidential veto 
which at this writing is awaited. The amount of 
the tax reduction is estimated at approximately 
$4.8 billion yearly, and if incomes hold up people 
will have that much more to save or spend. 

There has been much debate about the feasi- 
bility of reducing taxes while the country faces 





such heavy demands for foreign aid and for de- 
fense, and in some quarters criticism has been 
directed at Congress for its action. The argu- 
ments which have influenced the supporters of 
tax cuts, however, are powerful. In the first 
place, estimates of receipts and expenditures by 
Congressional tax experts indicate that there is 
room for the foreign aid and defense programs, 
for debt reduction, and for tax reduction also. 
The figures are presented and discussed on a 
later page. Second, to maintain taxes at a level 
which produces a huge surplus weakens the 
incentive to cut non-essential expenditures or, 
alternatively, results in too rapid debt retirement 
and too much deflationary pressure. 


Third, individual income tax rates. were at 
heights which discouraged and prevented saving 
and repressed enterprise, and the tax structure 
contained oppressive inequities. The time to re- 
lieve the inequities and reduce the burdens is 
when the Government has a large surplus in 
sight. If vitally necessary expenditures rise 
further, to the point where taxes should be raised 
again, the situation can be reviewed at that time 
and taxes appropriate to the need established. 
Meanwhile the country will have the benefit of 
revisions to make the tax structure sounder and 
more equitable, and better designed to maintain 
growth and enterprise. Business needs venture 
capital, and the people who have usually pro- 
vided it will now be more able to save and invest. 


Sentiment Continues Conservative 


While business men will find reason in both 
the defense program and the tax reduction for 
modifying their fears of a downward spiral, prob- 
ably few will depart very far from the spirit of 
caution which now prevails. The more conserva- 
tive they are the better the outlook will be. In 
domestic trade, reasons for conservatism exist. 

There is no limit to the aggregate wants of 
people, but there are frequently limits to the 
amount of a given product that is wanted and 
can be paid for at a given time. As the boo:2 
runs on, these limits are bound to come into 
operation in certain lines. Evidence that they are 
appearing is not lacking. Buyers this Easter have 
not seemed willing to take all the apparel of- 
fered at the prices asked, and some manufac- 
turers have found themselves over-committed on 
fabrics. Prices of cotton print cloths and some 
rayon constructions have declined. Expensive 
services and luxuries have slumped. In many 
household appliances the testimony is that the 
well-known brands preferred by the public are 
becoming more generally available, and that the 
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less-desired makes are feeling the pressure of 
competition. 

These conditions apply in an increasing num- 
ber of lines. They are certain to make things 
harder for the manufacturers who by reason of 
less experience, less efficiency, or less financial 
strength can be described as marginal. The same 
is true in the distributive trades. The result is 
bound to be an increase in business failures and 
rising pressure of competition on profit margins. 


Whether the gradual filling of pipelines and 
catching up with accumulated wants are to lead 
to any significant business decline, however, will 
depend largely upon the supporting influences. 
In the Spring of 1947 readjustments and correc- 
tions of the kind above described seemed to be 
in prospect, and expectations of recession were 
widespread. The caution engendered, however, 
helped defer recession, and during the Summer 
factors appeared to change business expectations 
and support employment and income, including 
increases in farm prices and factory wages and 
the development of the Marshall program. 


Now the boom is a year further along, pipe- 
lines are better filled, and accumulated wants 
are supplied in more lines. On the other hand, 
the factors that will hold up employment and 
income are also strong, especially when aug- 
mented by the defense program and tax reduc- 
tion. In the price declines which began in Feb- 
ruary the metals playcd no part, with the single 
exception of a drop of %c in scrap copper which 
has since been recovered. We pointed out last 
month that metal prices reflect demand con- 
ditions in numerous and varied industrial lines. 
The steel and automobile industries, which with 
public utilities and transportation are the most 
important industries in this country, are under 
strong momentum. The same is true of heavy 
electrical equipment, railroad equipment, farm 
machinery, textile and mining machinery, and 
others. It is still true of some of the soft goods 
industries. The export prospect, as described in 
a subsequent article, is better than many people 
realize. Construction contract awards, which are 
the precursors of building activity, so far this 
year have run 30 per cent above 1947, according 
to the Dodge reports. 


These are the influences which will support 
the situation while price and trade corrections, 
of a kind which the free enterprise system is emi- 
nently able to make, go forward. Defense 
expenditures and tax reduction provide an addi- 
tional margin of reassurance for the people who 
have feared that business was due to slide. 
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The Budget Outlook 


At this writing the Congress and the Admin- 
istration are facing weighty decisions affecting 
the budgetary outlook for the 1949 fiscal year. 
The $4.8 billion cut in taxes on individuals, voted 
overwhelmingly by both Houses of Congress in 
the face of Administration opposition, is now be- 
for the President. Meantime, Secretary For- 
restal’s request for an additional $3 billion for 
armament over and above the present budgeted 
total of $11 billion has put a different complexion 
on the expenditure prospects. Thus, instead of 
the anticipated Treasury surplus and continua- 
tion of debt reduction in fiscal "49, some people 
are talking about the possibility of a return to 
deficits. 


This is a disturbing situation which raises two 
questions, (1) what are the facts as to the pres- 
ent fiscal position and prospects insofar as they 
are determinable, and (2) what ought we be 
doing about it? 





Estimates of Receipts and Expenditures 


To begin with, we need to bear in mind that 
we have two official budgets for the fiscal years 
1947-48 and 1948-49 — the Executive budget sub- 
mitted by the President in January and the Leg- 
islative Budget, adopted by the Congress in Feb- 
ruary in accordance with the requ::ements of the 
Legislative Reorganization Act of 1946. These 
two budgets differ from each other in important 
particulars, especially as to fiscal "49, as shown 
by the following table: 

Executive and Legislative Budgets Compared 
(In Billions of Dollars) 
Net Expendi- 


Receipts tures Surplus 
Fiscal Year Ending June 30, 1948 


Executive budget cnnnncmmennnnenennne $45.2 $37.7 $ 7.5 
Legislative budget ceccumncnennnnnmen 46.5 37.7 8.8 


Fiscal Year Ending June 30, 1949 


Executive budget 2 nmcnccnncccmcencenennenene 44.5 39.7 4.8 
Legislative budget -— CZ 37.2 10.1 


As will be seen, the surplus for ’49, as esti- 
mated in the Legislative Budget, is more than 
double that estimated by the President — $10.1 
billion against $4.8 billion. This was due partly 
to the action of Congress in voting a ceiling on 
expenditures at $37.2 billion, or $2.5 billion un- 
der the President’s estimated $39.7 billion, and 
partly to the considerably more optimistic Con- 
gressional estimate of revenues — $47.8 billion, 
against the President's $44.5 billion. 


Evidently, in calculating the effect of tax re- 
duction plus a step-up in armament spending on 
the budgetary position, a great deal depends up- 
on whether we start with the Congressional fig- 
ures or with those of the President. 





Anal 1948 


In appraising these figures it will be recognized 
that revenue estimates are tricky affairs at best, 
depending as they do on the unpredictable course 
of national income and employment levels. Last 
year the President consistently underestimated 
revenues by a wide margin, and estimates by the 
Congressional Joint Committee on Internal Rev- 
enue Taxation, which are the basis of the Legis- 
lative Budget, were much closer to the mark. 


On the other hand, the Congress seriously un- 
derestimated expenditures. The fine plans for a 
multi-billion slash in expenditures for the 1948 
fiscal year ending three months hence did not 
materialize on the scale hoped for. The present 
prospect is that expenditures in fiscal 1948 will 
be fully up to the $37.5 billion put forward by 
the President in his original 1948 budget mes- 
sage in January 1947. 

In fairness to the Congress, however, it must 
be pointed out that the original $37.5 billion 1948 
budget was predicated on $3.5 billion expendi- 
tures in the category of ‘international affairs and 
finance”. The re-estimate of $37.7 billion, made 
in January 1948, includes $5.5 billion in this cate- 
gory. In effect, Congress shook down other items 
in the original budget nearly enough to make 
room for a $2 billion increase in foreign aid. 
The $2 billion includes a $350 million increase 
in outlays for relief in occupied countries, the 
$275 million to be spent by June 30 under the 
Greek-Turkish program adopted last Summer, 
$375 million under the “interim aid” program 
adopted in December, and $500 million under 
the European Recovery Plan. None of these 
items was foreseen when the President devel- 
oped his 1948 budget plans. 


Debt Retirement 

Meanwhile the Treasury has been applying the 
large surplus revenues arising from the first quar- 
ter tax collections to debt retirement. The total 
so applied since January 1 is about $4 billion. 
In addition, Treasury investment accounts, such 
as the old-age pension account, have added 
something like a half billion to their holdings of 
government securities. Thus the reduction of 
government securities in the hands of the public 
(including the commercial banks and Federal 
Reserve) comes to well over $4 billion for the 
first quarter. At the same time the Treasury's 
cash balances have increased and afford resources 
for further debt retirement in the second quarter. 

The Congressional Joint Committee on the 
Legislative Budget adopted February 6 a target 
for debt retirement for the fiscal year beginning 
July 1 of at least $2.6 billion. Whether it would 


be possible to achieve this target in the event of 
the proposed tax cut and increased armament 
spending is, of course, the question to be de- 
termined, depending on a variety of factors such 
as the respective accuracy of the Congressional 
and Presidential budget forecasts, the possibility 
that cuts in tax rates might not cause as much 
loss in actual revenue yields as anticipated, and 
what the Congressional appropriations commit- 
tee, now at work on the Executive budget, do in 
ferreting out waste and extravagance in our enor- 
mously over-expanded government establishment. 
It is also worth considering that, counting also 
money made available through accumulations of 
social security funds running recently at a rate 
of $3 billion a year, a $2% billion budget surplus 
for debt retirement would be equivalent to 
$5% billion retirement of debt held by the in- 
vesting public. At that rate all government obli- 
gations held by the general public would be paid 
off in around forty years. This, perhaps, may not 
be far from the maximum annual rate at which 
the federal debt can be paid off without risk of 
dislocating the economy. A rate that is too fast 
and too ambitious might conceivably lead either 
towards sharp deflation, or towards a compen- 
sating over-rapid expansion in private debt. 

Asa practical matter, postwar experience pro- 
vides a good deal of support for the belief that 
there is little danger of the debt being paid 
off too fast. The oversized surplus now pro- 
jected for fiscal 1948 was the fortuitous result of 
a stalemate between the Congress and the Presi- 
dent on questions of tax and expenditure policy. 
As it was, a good deal of the steam behind the 
drive to cut expenditures was taken away by the 
successive tax bill vetoes — witness the gusher of 
proposals to restore appropriations cuts during 
the final days of the Congress last July, following 
the second veto of a tax reduction bill. 


How much potential surplus was lost in this 
way is impossible to say. But it may not be 
wholly a coincidence that the Senate approved a 
$1.8 billion cash drain on the Treasury to pay off 
Armed Service Leave bonds the next day after 
the veto of the second tax reduction bill had 
been sustained. As another illustration of the 
same principle, the Senate has proposed that $8 
billion of the surplus for fiscal 1948 be set aside 
in a trust fund to cover a large part of the Mar- 
shall plan expenditures in fiscal 1949. 


Summary as to Fiscal ’49 
From the foregoing review and summary, it 
becomes clear that, on the basis of presently 
available estimates of receipts and expenditures, 









—_— = * 


sve "TT? 


i ee el 














it can by no means be assumed that enactment of 
the tax bill and voting an additional $3 billion for 
armament would throw the 1949 budget into the 
red. While it is true that the $4.8 billion surplus 
estimated by the President would not stand such 
additional loading, the $10.1 billion estimated in 
the Legislative Budget would, with something to 
spare. More specifically, the latter figure would, 
if realized, not only absorb the estimated $4.8 
billion revenue loss from the tax cut, but allow 
for $3 billion more for armament, and still leave 
a surplus of over $2 billion for debt reduction 
even without allowance for throwing $3 billion 
of the European Recovery Program into fiscal ’48. 

These figures, of course, cover only debt re- 
tirement out of the surplus of ordinary budget 
receipts and expenditures, and do not include the 
additional $3 billion mentioned above as avail- 
able from government trust funds receipts which 
might be used to retire debt outstanding with 
the general public. 


Admittedly, these calculations involve many 
uncertainties and doubts. The most impressive 
certainty is that the government is spending too 
much money. 

We cannot afford to accept complacently the 
thesis that our heavy commitments for security 
and aid abroad must necessarily increase the 
overall total of expenditures to the same extent. 
This is a taut economy, and we cannot go on 
increasing government expenditures billion upon 
billion without throwing the whole system out 
of joint. 


The Export Outlook 





The unprecedented volume of U. S. exports in 
1947 — $19.6 billion for goods and services com- 
bined — was one of the props of a record busi- 
ness year, and the export outlook is one of the 
crucial factors in 1948. With the amount of the 
European Recovery Program set, and the pro- 
gram itself likely to be under way in a few weeks 
time, it is now possible to form some estimate of 
the prospect. 


Probably the size of our exports in 1948, as in 
1947, will be determined in the main by the 
amount of dollars available to foreign buyers. 
While some countries have been getting enough 
of some things, and while demand shifts from 
one line to another according to home conditions 
and the availability of American goods, in the 
aggregate foreign buyers want all they can pay 
for, and more. 

If this premise is correct, an idea of our prob- 
able exports may be obtained by estimating how 
many dollars will be available to foreign buyers, 
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from sales of goods and services to us, gold ship- 
ments and drafts on existing balances, and gifts 
and loans received from us. Such an estimate is 
more feasible than it would be under more nor- 
mal conditions, since so many of the dollars are 
provided by our loans and gifts. The accom- 
panying table itemizes the sources from which 
foreigners obtained their dollars in 1946 and 
1947, with estimates for certain items in 1948. 


Financing U. S. Exports 
(In Billions of Dollars) 
1946 1947 1948 
Official Official Antici- 
Exports of Goods and Services: Estimate Estimate pated 
Goods exported 12.1 16.0 


Services rendered to foreigners... 2.5 2.6 
Income from investments ....... 1.0 








Total goods and services sold......... 15.2 19.6 
Financing of Exports: 
Current Earnings: 

















Goods iMPOrted  eececsrmsnemrssrensenesenenese ae 6.0 
Services rendered by foreigners... 1.7 2.1 
Investment income paid OUt. ccc m | 2 
Total goods and services bought 7.1 8.3 8.7-a 
U. S. Government Aid and Loans: 
Grants for relief and rehabilit..w. 2.4 pf 3.0--b 
European Recovery Program.......... -_— — 2.9-b 
Draft on U. S. Gov. loans cco 2.9 3.9 1.3—b 
Total U. S. Gov. aid and loans... 5.3 "3.6 7.2 
U. S. Private Aid and Loans: 
Personal and institut. remittances .7 Pe T-¢ 
UOTE WOUND Sinica mL .T-c 
Total U. S. private aid and loans _.8 1A 1.4 
International Lending: 
International Bank  wncrcccocnrccnuunun 3 
International Monetary Fund ........ -—— 5 
Total International lending............ meee ‘8 1.0—c 
Funds Raised From Above Sources....... 13.2 16.1 18.3 
Liquidation of Foreign Assets: 
Gold 6 2.8 
Dollar bank balances. .......... 1.2 1.6 
Long-term investments ..... 3 ok 
Total th ee 
Grand Total—Funds Raised nccccmemm 15.3 20.6 
Errors ad O1missioms ccccecsccrccscccssrssecsnerse (-.1)  (—1.0) 


(a)— Assumed increase of 5 per cent; (b)—See next table. 
(c)— Department of Commerce assumption, Survey of Current 
Business, March 1948. 


Imports of Goods and Services 


The largest source of dollars is our money 
payment to foreigners for their goods and serv- 
ices. In 1947, as will be seen from the table, our 
purchases of goods and services required an out- 
lay of $6.0 billion and $2.3 billion respectively. 
There is reasonable prospect that the 1948 figures 
will be larger than in 1947, With our tariffs re- 
duced and production abroad expanding, more 
goods should be seeking our markets. A sub- 
stantial increase in petroleum imports during the 
last quarter of 1947 may foreshadow larger im- 
ports in the future. There is room for greater 
imports of industrial raw materials, particularly 
from Southeastern Asia. 

According to the Department of Commerce, 
our imports of finished manufactures dropped to 
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44 per cent of “normal” in the first nine months 
of 1947. By “normal” is meant the volume which 
might have been expected on the basis of prewar 
relationships to national income. 

U. S. travel expenditures in 1947, at $535 mil- 
lion, were the highest in history, but more than 
75 per cent was spent in nearby areas — Canada, 
Mexico, and the Caribbean. With more and bet- 
ter accommodations becoming available in Eu- 
rope, American travel expenditures may estab- 
lish another record this year, although recurring 
war scares may upset prediction. 


U. S. Government Transactions 


The next largest item in our balance of pay- 
ments is the international transactions of the 
Government, which supplied to foreigners in 
1947 under loans, grants and other special ar- 
rangements some $5.6 billion worth of goods 
and services, or some 28 per cent of the total. 
As will be seen from the second table, unutilized 
loans were down to about $1.6 billion by the end 
of 1947, excluding Export-Import Bank uncom- 
mitted funds of $500 million. The Treasury loan 
to Great Britain has since been exhausted. 


The earlier sources of gift transactions, the 
UNRRA and post-UNRRA funds, dried up rapid- 








Anticipated U. S$. Government Relief and Rehabilitation 
Grants and Loans in 1948 
(In Millions of Dollars) 



































Unutilized Anticip. 
Balances Expend. 
Available Grants and Loans Dec. 1947 Cal. Yr. °48 
UNRRA and post-UNRRA....... $ 105 3 105 
Relief in occupied countries.......... 500 500 
International Refugee Organization... 54 54 
Greek-Turkish aid 306 306 
War damage paym’ts, etc. to Philippines 138 138 
Interim aid Program nn cccceccccnmeneenn 510 510 
Sub-total 1,613 1,613 
Export-Import Bank 2necccccccccccnmene  1,032-a8 115-b 
Treasury loan to Great Britain —....... 300 300 
Surplus property and ship sales credits 302 225-b 
Sub-total 1,634 1,300 
Fiscal Anticip. 
Year Expend. 
European Reconstruction Program Approp. Cal. Yr. ’48 
The 1947-48 fiscal yee ri anenecceccccennmenen 500 500 
The 1948-49 fiscal year (prorated)..0 4,800 2,400 
Sub-total 5,300 2,900 
Proposed New Grants and Loans 
Relief in pied areas. 1,250 625 
U. S. foreign relief program... 61 61 
International Refugee Organization... 71 35 
War damage paym’ts etc. to Philippines 196 98 
New Greek-Turkish aid ——........ 275 138 
Chinese aid and relief 570-c 380 
Additional Interim aid ————____.. 55 55 
Special aid to Trieste 2 ccnncnnnmmen 20 10 
Inter-American military aid ......... ins ? ? 
Reconst. loans to Japan and Korea... ? ? 
Sub-total 2,498 1,402 
Grand total 7.215 


a~ Additional loanable funds of the Export-Import Bank were 
about $500 million at end of 1947; b- Estimated that about 75 
per cent of unutilized credits will be spent in the calendar year 
1948; the draft on the Export-Import Bank credits was $796 
million in 1947; c- Including $150 million proposed for military 
supplies. This is the figure included in the House bill for fifteen 
months; Senate bill includes $463 million for twelve months. 

Source: Compiled from the President’s 1949 Budget Message, 
March 1948 Survey of Current Business, and other reports, 


ly during the year. Transfers under new ap- 
propriations, for Greek-Turkish aid and Interim 
aid, however, were rather slow in starting. As 
the table shows, there was on Dec. 31, 1947 a 
balance of some $1.6 billion still to be used from 
various appropriations in the 1948 budget. This 
amount is available for calendar 1948. 

In addition there will be available during 1948 
at least one-half or thereabouts of the funds be- 
ing appropriated for E.R.P. and a long list of 
other relief and rehabilitation projects. Most of 
them must still be approved by Congress. If and 
when passed they are expected to provide — to- 
gether with the unspent portions of the old 
grants and government loans — funds for at least 
$7 billion of goods and services. 


International and Private Lending 

Disbursements of the International Bank and 
the Monetary Fund supplied about $700 million 
to foreign countries in 1947 and private U. S. 
investments an equal amount. The International 
Bank's dollar resources at the end of the year 
were less than $700 million, of which about $500 
million were uncommitted. After disbursing 
some $460 million in 1947, the Monetary Fund’s 
gold and dollar holdings were still nearly $3 
billion. Only a few countries have actually ob- 
tained more dollars than the value of gold and 
dollars originally contributed. The Department 
of Commerce ventures an opinion that perhaps 
$1 billion may be furnished by the International 
Bank and Fund during 1948. 

The 1947 private capital outflow was exceeded 
only in the years 1922 and 1926-28. It consisted 
as heretofore largely of direct investments which 
were made, according to the Department of 
Commerce, mostly by the petroleum industry in 
the Caribbean and in the Middle East. Presum- 
ably, with the development of the Middle East- 
ern area, a considerable private capital outflow 
will continue. 

The stepping-up of panet expenditure for 
foreign relief and rehabilitation should modify 
some of the earlier and pessimistic opinions 
about this year’s export prospects. If our im- 
ports increase only 5 per cent, the aggregate of 
our outlays for foreign goods and services, 
U. S. transactions of all types, private donations 
and institutional remittances, and the anticipated 
international and private lending, should pro- 
vide foreign countries with about $18.3 billion. 
This compares with $16.1 billion raised from the 
same sources in 1947. 


Liquidation of Gold and Dollar Assets 


Last year, foreign countries obtained an addi- 
tional $4.5 billion by shipping us gold and by 
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liquidating their dollar assets. This year, if 
foreigners wish to buy about the same amount 
of our goods and services as last year, they will 
need to provide only about $1.5 billion, or about 
one-third as much as in 1947, out of gold and 
dollar assets. The diversion to this country of 
most of newly produced gold abroad should 
yield some $600 million, and actual receipts here 
in the first quarter (including gold already in 
monetized stocks) amounted to $400 million. At 
least part of the gold and dollars expected to 
reappear from the Western European hoards 
may become available for purchases here. Liqui- 
dation of long-term assets here might also pro- 
vide some funds. Foreign holdings of American 
securities (not all readily marketable) were 
estimated at $3.7 billion as of June 30, 1947. 

Liquidation of foreign gold and short-term 
dollar assets, however, does not seem likely to 
yield nearly as much in 1948 as in 1947. Since 
the end of the war more than one-fourth of the 
foreign gold and dollar balances then existing 
have been used up. This left foreign countries 
(excluding Russia) with about $14 billion as of 
last December. The National Advisory Council 
judged that the excess of these holdings over 
minimum requirements (in Switzerland, South 
Africa, Portugal, Turkey, the Philippines, and 
various Latin American countries) was less than 
$3 billion last June. The figure is undoubtedly 
smaller now. 


How Large Exports? 


What is, then, the outlook for our exports in 
1948? Will they be as large as in 1947? It may 
be concluded that the funds from current dollar 
earnings, government and private donations, 
U. S. and international capital lending, and new 
gold receipts should provide foreign countries 
in 1948 with dollars to pay for over 90 per cent 
of the goods and services purchased in 1947, 
Anything more will have to be financed by 
drewing on remaining gold and dollar assets. 
With more and more countries adjusting their 
purchases here to their current earnings of dol- 
lars, it may be assumed that they intend to use 
their remaining transferable resources sparingly. 

The overall figures of course cannot take ac- 
count of the possible shifts by countries and 
commodities. As compared with 1947, a con- 
siderably larger percentage of this year’s U. S. 
exports will be shipped under government pro- 
grams. The so-called “commercial exports” will 
be correspondingly smaller. The extent to which 
shipments under the government program are to 
be handled by government agencies, or by pri- 
vate trade, is now under consideration. There is 
obvious advantage in keeping such exports in 








commercial channels rather than setting up a 
new temporary organization and thereby dupli- 
cating effort and expense and expanding the 
area of government activity. 

Under government direction exports to the 
Marshall Plan countries of Western Europe may 
be expected to be maintained or even increased. 
On the other hand, exports to the Western 
Hemisphere countries, Asia, and other parts of 
the world may run below the 1947 levels, until 
their earnings of dollars pick up again. 

The shrinkage of freely disposable resources, 
and in some cases the satisfaction of deferred 
demands for merchandise, point to readjustment 
of buying programs. Equipment needed for re- 
storing and expanding local production is being 
given preference over foodstuffs and consumer 
goods in general. This development is reflected 
in the latest export figures. During the last quar- 
ter of 1947, exports of metals and manufactures 
reached a new high, and exports of machinery 
approached the earlier peak. Some consumer 
goods, however, and particularly foodstuffs, will 
continue to be exported under the E.R.P. and 
other rehabilitation and relief projects. 

Just as the mounting international tension has 
to some extent modified the outlook for our do- 
mestic business readjustment, it also alters the 
outlook for our exports. The prospect is for a 
continuing heavy outflow of our goods and 
services, though below the peak rate last Summer. 


Corporate Earnings in 1947 


Annual reports for 1947, now issued by a ma- 
jority of all corporations publishing financial 
statements, reflect the substantial increase over 
1946 which occurred in total dollar sales and 
aggregate net earnings, and which is character- 
istic of inflation. Both figures are higher than in 
any previous year. 

In the manufacturing industries, the broad 
sampling of reports now available confirms the 
preliminary summary given here last month, 
showing for most lines a great expansion in sales 
and, despite rising costs, a sharp increase in net 
income over 1946, when production and earnings 
— particularly in the durable goods industries in 
the first half year — were curtailed by strikes, re- 
conversion, and materials shortages. Although 
manufacturing profit margins in terms of per- 
centage of profit in each dollar of sales were 
generally wider than in 1946, they were in most 
groups, with some conspicuous exceptions, nar- 
rower than in other years of active business such 
as 1928-29, 1936-37, or 1940-41. The high total 
of dollar earnings reflected largely the huge 
volume of goods produced to meet deferred 











demands, the higher price level prevailing, and 
inventory “profits” resulting from commodity 
price advances which in most cases were im- 
mediately and automatically tied up in new in- 
ventories at the current high prices. At the same 
time, the established accounting practice of bas- 
ing depreciation charges on original cost has 
resulted in much higher reported earnings than 
would be the case were such charges calculated 
more realistically on actual replacement costs. 

In the principal non-manufacturing categories, 
mining and transportation likewise recorded sub- 
stantial percentage gains in 1947, the latter re- 
flecting recovery in railroad earnings from the 
low levels of 1946 due to continued high traffic 
volume and increases in freight and passenger 
rates. In other major divisions of business which 
did not enjoy the same increase in volume as 
manufacturing and mining, but were affected by 
rising costs which they were unable to pass on 
in higher prices, net incomes showed smaller in- 
creases compared with 1946 or actual decreases. 
This was generally true of wholesale and retail 
trade, public utilities, amusements, numerous 
branches of the service industries, and banking. 

Our tabulation of the reports of 3,102 corpora- 
tions in all lines shows for the calendar or fiscal 
year 1947 combined net income after taxes of 
approximately $9,228 million, compared with 
$6,750 million in 1946, an increase of 37 per cent. 
On the book net worth aggregating $75.5 billion 
at the beginning of 1947, and comprising about 
45 per cent of the total for all corporations in 
the U. S., the net income represented an average 
return of 12.2 per cent. This compares with a 
net worth of $71.8 billion in 1946 and a return of 
9.5 per cent. The changes by major divisions are 
summarized below, while the breakdown by 
smaller business groups appears in the full-page 
table following: 

Summary of Net Income After Taxes of Leading 
Corporations in 1946 and 1947 


% Jo 
No. of NetIncome Change Return 























Cos. 1946 1947 1946-47 1946 1947 
1,571 Manufacturing $4,112 $6,317 +54 12.1 17.0 
103 Mining, quarrying 122* 209% +72 9.4 15.1 
ae. Se 624 616 —1 21.9 18.3 
231 Transportation 342 5604 +47 2.5 3.7 
240 Public utilities 782 772 —1 82 80 
106 Amusements, services, etc. 184 168 —9 19.4 15.8 
eee 583 642 +10 6.4 6.8 
8,102 Total $6,750 $9,228 +87 9.5 12.2 


* Before depletion charges in some cases. 


Long-Term Trend of Earnings 


The trend of corporate earnings over a twenty- 
year period, measured in terms of annual rate of 
return on net worth, is shown in the accompany- 
ing chart. This is based on our annual tabula- 
tions of the reports of leading corporations, 
together with the average for all active corpora- 
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tions in the United States, computed from the 
Treasury Department annual “Statistics of In- 
come” covering preliminary figures through 1945. 
In the President’s Economic Report submitted 
to the Congress last January, it was estimated that 
the 1947 net income after taxes of all corpora- 
tions, as computed by the Department of Com- 
merce on a somewhat different basis than the 
Treasury figures, amounted to $16.9 billion, rep- 
resenting 9.5 per cent on net worth and 5.5 per 
cent on sales. 
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Annual Rate of Return on Net Worth of All Active 
Corporations and of Leading Corporations 

The chart shows the sharp upturn in the over- 
all annual rate of earnings of our leading com- 
pany sampling in 1946 and 1947, following repeal 
of the wartime excess profits tax and removal 
of price controls. Except as already noted for 
the first half of 1946, the corporate system gen- 
erally was working at unprecedentedly high 
peace-time levels during this period. 
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Annual Rate of Return on Net Worth of Leading 
Corporations in Manufacturing, Trade, Transporta- 

tion, and Public Utilities 

As will be seen, however, from the second 
chart, these gains were by no means as widely 
enjoyed as overall figures frequently cited might 
seem to imply. In fact, there appears a marked 
dispersion of trend as between different indus- 
tries. First, in 1946 we see the trade group shoot- 
ing ahead, reflecting the combination of increas- 
ing availability of consumer merchandise, repeal 
of the excess profits tax, and, late in 1946, re- 
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NET INCOME OF LEADING CORPORATIONS FOR THE YEARS 1946 AND 1947 


Net Income is Shown as Reported—after Depreciation, Interest, Taxes and Other 


Charges and Reserves, but Before Dividends. 


Net Worth Includes Book Value of Out- 


standing Preferred and Common Stock and Surplus Account at Beginning of Each Year. 
(In Thousands of Dollars) 














Industrial Groups 


Baking 
Dairy products 
Meat packing 
Sugar 
Other £00d Products o.-cccsccsnsenee 
Soft drinks 
Brewing 
Distilling 
Tobacco products 
Cotton goods 
Silk and rayon 
Woolen goods 
Hosiery, knitted goods ......... 
Other textile products ....... 
Clothing 2nd apparel .... 
Leather tanning 2c 
Shoes, leather products 
Tires, rubber products .... 
Lumber 
Furniture, wood products ... 
Pulp and paper products 
Printing and publishing . 
Chemical products .... 
Drugs, soap, etc. ..... 
Paint and varnish 

Petroleum products ..... 
Cement 
| RS een 
Other stone, clay products 

Tron amd steed nccecccecccrcsenss 
Agricultural implements . rat 
Building, heating, plumbing equip. 
Electrical equipment and radio .. 
Hardware and tools ........ 
Houschold equipment. ......... 
Machinery 
Office equipment Wn. 
Nonferrous metals ........ 
Other metal products .... 
Autos and trucks wees 
Automobile parts nnn 
Railway equipment 


























































































Aircraft and parts ........... 
Shipbuilding 

Mise. meamubact uring cece ceeccssececsreseserseeeesneee 
Total rramufact rite onccccccccccssessnsscccsesorseee 


Coal mining 
Metal mining 
Oil and gas 
Other mining, quarrying 














Total mining, quarrying ..... 
Chuin stores—fO00d ccm 
Chain stores—other ... 
Department stores ecco 
Mail order 
Mise. and wholesale ccccssessnseeensemees 














TORE SO: kins 
Class 1 eile nceeccesncnscscneeens 
Traction ANd DUS eccccccneeseereerseeeneeee 
Shipping 
Air transport 
Mise. transportation 














Total transportation 
Electric power, gas, etc. (b) .. 
Telephone and telegraph (b) . 
Total public utilities 
Amusements 
Restaurant and hotel 
Other business services 
Construction 























Total amusements, services, etc. ... 
Commercial banks (c) 
Fire and casualty insurance (c) ...... 
Investment companies (c) 
Sales finance COMPAMICS -ncceencceesneernrsenee 
Real estate companies 


Total finance 
Grand total 

















Net Income After Taxes 


1946 


56.975 
64,736 
69,368 
37.753 


187,566 
39,405 
20,861 

161.635 
98,458 

101,717 
59,579 
34,131 
22,626 
92,263 
34,739 

5,519 
27,071 

135.727 
23,066 
10,412 

144,282 
35,606 

320,672 

126,139 
36,842 

769,556 
19,539 
58,719 
63,622 

271,008 
45.695 
58,398 

113 861 
36,191 

45.354 
99,655 
56,426 

138,158* 
77,783 

121,307 
40.691 
47,260 
19,596 
10,220 
81,778 

4,111,875 
37,316 
25,0299 
35,316* 
23.870* 

121,531* 
46,643 
213,030 
133,325 
148,494 
$2,964 
624,456 


15,849 
341,758 
565,150 
217,310 
782,460 
134,166 
22,604 
18,062 
9,432 
184,264 
385,974 
20,701 
135,638 
29,140 
11,903 
583,356 


$6,749,700 











1947 


187,092 
34,768 
11,290 
37,534 
322,154 
42,458 
18,958 
267,176 
42,548 
398,813 
126,460 
54,856 
1,215,947 
24,193 
68,046 
92,790 
425,552 
96,249 
108,10 


30,3447 


208,978* 
47,501 
201,030 
116,649 
165,169 
85,483 
615.832 
460,200 
3,000 
32.213 
D-11,835 
20,251 
503,829 
586,466 
185,590 
772,056 
109,494 
24,600 
21,715 
12,623 
168,432 


641,936 
$9,228,038 
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1946 1947 
274,948 284,576 
344,280 392,467 
662,051 697,450 
395,662 429.035 

1,052,214 1,173,576 
196,894 217,338 

89,956 104,148 
388,424 522,484 
863,858 897,217 
381,607 448,804 
281,995 346,320 
137,763 147,242 

717,084 96,213 
462,004 527,766 
146,074 173,295 

50,205 53,282 
211,452 232,017 
662,784 760,470 
109,128 132,925 
106,745 115,114 

1,010.471 1,179,824 

187,160 199,767 

2,160,524 2,321,855 
520,744 614,783 
269,714 288,241 
7,174,266 7,712,538 
191,827 198,469 
362,208 390.331 
465,222 524,652 

8,659,481 3,780,331 
797,152 $66,294 
508,038 570.388 

1,270,385 1,412,386 
272,967 291,326 
210,177 243,617 
980,721 1,075,775 
293.525 338 083 

1,963.856 2,018.206 
822,007 877,075 

1,983,117 2,172,379 
442,305 534,474 
561,659 588,944 
406.539 452,134 

66.894 74,103 
529,324 584,602 
34,005,411 37,062,316 
194,109 506,929 
389,894 102,345 
292,947 351.980 
118,165 123,759 

1,295,115 1,385,013 
239,386 269,422 
927,012 1,069,901 
669,551 795,766 
621,297 782.985 
392,925 450,351 

2,850,171 3,368,425 

12,665,923 12,715,977 
281,602 287,902 
234,584 250,517 

70,377 70,123 
207,217 214,204 

13,459,703 13,538,728 

6,418,734 6,504,968 

3,132,321 3,205,333 

9,551,055 9,710,301 
600,209 686,880 
144,901 158,254 
128,988 137,650 

77,711 85,960 
951,809 1,068,744 

4,536,040 4,816,632 

1,608,120 1,452,401 

2,397.883 2,447,223 
508,793 534,124 
135,188 143,273 

9,186,024 9,393,653 

371,299,288 $75,527,175 
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1 é 
2 
0. 6 
1 a. 
9 6 
14 2. 
19. ‘2 
14.8 7. 
24.2 0 
13.7 9. 
10.7 15.8 
10.2 12.2 
14.8 17.4 
13.7 17.7 
7.4 11.3 
5.7 11.1 
11.5 19.0 
9.0 19.3 
18.2 18.9 
21.6 34.3 
10.2 16.8 
19.2 27.1 
6.8 14.0 
9.5 15.4 
6.1 20.8 
9.2 23.5 
8.4 10.5 
— ke 
15.3 13.3 
15.4 16.3 
12.1 17.4 
7.6 12.3 
6.4 11.4 
12.1 19.9 
20.2 24.5 
9.4 15.1 
19.5 17.6 
23.0 18.8 
19.9 14.7 
23.9 21.1 
21.1 19.0 
21.9 18.3 
2.3 3.6 
4.7 1.0 
12.0 12.9 
7.6 9.5 
2.5 3.7 
8.8 9.0 
6.9 5.8 
a = eats 
22.4 1 
15.6 1 
14.0 15. 
12.1 14 
19.4 15.8 
8.5 7.9 
1.3 3.1 
5.7 6.0 
5.7 10.5 
8.8 10.6 
6.4 6.8 
Ss - i238 








a- Net worth is based upon balance sheet book values of assets, which may differ widely from actual present-day values. b- Due to 
the large proportion of capital investment in the form of funded debt, rate of return on total property investment would be lower 
than that shown on net. worth only. c- Figures represent in most cases operating earnings only, and do not include profits or losses 
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on investments. D- Deficit. {Increases or decreases of over 100% not computed. * Before depletion charges in some cases. 
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moval of price controls. By 1947, however, these 
high earnings were undergoing natural correc- 
tion, due to rising costs and increasing consumer 
resistance to high prices. 

Meantime, the charted line for manufacturing 
company earnings rose further, though here the 
annual figures are misleading in that quarterly 
data reveal a decided tapering off in the rise 
after the fourth quarter of 1946. In contrast with 
the boom in trade and manufacturing, earnings 
of the utilities have increased relatively little, 
while those of the railroads have ruled well under 
their wartime peaks. 

Return on Net Worth and on Saies 

In making comparisons on the basis of rate of 
return on net worth, it must of course be recog- 
nized that in a period of rapid price advance 
such as we have been experiencing since the 
war, this type of measurement tends to overstate 
real earnings by reason of the fact that net worth 
(representing the stated value of outstanding 
preferred and common stock and surplus ac- 
count) is based upon the’ balance sheet book 
values of assets, which under today’s conditions 
are far below actual prevailing values. This is 
particularly true in those industries where a 
iarge capital investment is required in the form 
of plant and equipment for the efficient and low- 
cost mass production or processing of such prod- 
ucts as iron and steel, nonferrous metals, indus- 
trial machinery, electrical equipment, chemicals, 
foods, and many other products. In such indus- 
tries, the corporate net worth, based on original 
costs of plant and equipment, less reserves for 
depreciation, represents currently a gross under- 
statement of the actual “worth” based on repro- 
duction costs; hence by the same token the rate 
of return computed on such book values repre- 
sents an overstatement of earnings. 

Both because of this factor, and because of 
the great importance of mere volume in deter- 
mining rate of return on net worth, quite apart 
from what profit margins may be, data for rate 
of return on sales are also needed for a proper 
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perspective on earnings. As shown by the third 
chart, and by the more detailed table given be- 
low, the earnings on sales (profit margins) have 
— by and large and always with exceptions — not 
been abnormally large considering the high level 
of business the companies have been handling. 


Changes in Profit Margins 

As indicated above, net profit margins on sales 
in the manufacturing industries last year show 
much smaller increases over 1946 than do the 
foregoing tables giving comparisons of dollar net 
income and rate of return on net worth. Sales 
figures reported by 1,257 manufacturing com- 
panies for 1947 aggregate $82.3 billion (an ex- 
pansion of 41 per cent over 1946) while the cor- 
responding net income (including income from 
investments as well as from sales and other op- 
erations) totaled $5.8 billion, giving an average 
profit margin of 7.1 cents per sales dollar. 

Of the 31 major industrial subgroups whose 
profit margins are summarized in the next table, 
together with comparative figures for other years 
of high business activity and earnings, 24 groups 


Net Profit Margins, in Cents per Sales Dollar, of Leading 
Manufacturing and Trade Corporations in Years of High 
No. of Business Activity 
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Other textile prod... 
Leather and shoes —.. 
Rubber products —... 
Lumber, furn., etc... 
Pulp, paper prod. — 
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Paint and varnish —. 
Petroleum products ..... 
Cement, glass, stone... 
Iron and steel 
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Total manufacturing 
Trade 
Chains—food 
Chains—other 
Department stores... 
Se Eee 
42 Misc. and wholesale. 


158 Total trade 3.6 3.9 

Net income, after tax reserves and tax credits, includes income 
from investments and other sources as well as from sales. The 
percentage rates indicate general trends of profit margins, but 
are not strictly comparable over a period of years because of 
(1) variation in number of available corporate reports included 
in the different annual tabulations upon which this summary is 
based, and (2) certain changes in industrial classification durin, 
the period. The rates for the total manufacturing in the years 
not given above were ; 1933—0.9 ; 1984—3.1 ; 1935—5.6 ; 1938—4.0; 
1989—6.5 ; 1942—4.8 ;1948—3.6; 1944—3.3; 1945—3.9. The rates 
for the total trade were:1933—4.3 ; 1934—4.6; 19385—4.7; 1938— 
3.5; 1939—4.8; 1942—2.8; 1948—2.8; 1944—2.7; 1945—2.7. 
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had wider profit margins than in 1946, while in 
7 groups the margins were narrower. As com- 
pared with the average in the four prewar years 
shown, the 1947 margins were wider in 11 
groups, and narrower in 20. The overall average 
of 7.1 cents per sales dollar in 1947 compares 
with 6.0 in 1946, 6.5 in 1941, 7.5 in 1940, 7.4 in 
1937, and 7.6 in 1936. 

In the various branches of wholesale and retail 
trade, sales figures reported by 158 companies in 
1947 aggregate $16.1 billion (an increase of 21 
per cent over 1946), while net income was $600 
million, giving an average margin of 3.7 cents 
per sales dollar. Despite the expansion in the 
dollar volume of trade, all of the five major sub- 
groups show narrower profit margins than in 
1946 or most of the active prewar years. 

While profit margins in many cases look big, 
the question naturally arises as to how they 
would stand up in the face of adverse changes 
in any one or more of three factors — a recession 
in sales volume, a forced reduction in selling 
prices, or a further rise in costs. The question is 
made more pertinent by the wide variations in 
profit experience often displayed by different 
concerns in the same industry. It needs to be 
borne in mind in looking at composite earnings 
totals that there is actually no pooling of re- 
sources; earnings of high-margin producers are 
not available to help out those operating at nar- 
row margins or deficits. 

How widely profits experience can vary within 
the same industry is suggested by the last table 





Distribution, by Net Profit Margins in Cents per Sales 
Dollar, of Leading Manufacturing Corporations in 1947 
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showing for the manufacturing companies re- 
porting 1947 sales figures the number of such 
companies falling into six profits margin classifi- 
cations. For example, while the overall average 
profit margin of the 1,257 companies was, as 
shown in the preceding table, 7.1 cents per sales 
dollar, 62 companies or 5 per cent of the total 
had no income but net deficits instead; 340 com- 
panies or 27 per cent had margins of 0.1 to 5.0 
cents; and 543 companies or 48 per cent had mar- 
gins of 5.1 to 10.0 cents. The remaining 312 com- 
panies or 25 per cent of the total had margins 
over 10 cents. The still more uneven distribution 
of profit margins among the $1 major industries 
shows the inability of all producers in an indus- 
try to make industry-wide changes raising costs 
ow lowering selling prices, which might be ab- 
sorbed by some companies but not by others. 


Department of Commerce on Profits 

In view of the often heated and admittedly 
partisan character of much of the discussion 
about corporate profits, it seems appropriate to 
conclude this review with the following calm 
and measured statement from the February 1948 
Survey of Current Business, published by the 
Department of Commerce, page 7: 


Corporate profits before taxes (in 1947) rose sharply 
as compared with 1946. The increase reflects to a sub- 
stantial extent a recovery from the low levels to which 
profits had fallen in some industries during the reconver- 
sion period, especially in the metal industries. As com- 
pared with the fourth quarter of 1946 the gain was much 
smaller, and profits were relatively stable in 1947, 

In judging the level of profits in the context of the 
general economic situation the data must be interpreted 
carefully. In the first place, the figure of 29 billion 
(before taxes) includes 6 billion which reflects higher 
unit costs of inventories. Had corporations charged the 
same sales prices, but had it been the universal practice 
to charge to expense the amounts needed to replace the 
physical volume of inventories used up in production 
rather their money value, corporate profits as reported 
would have been 6 billion lower. This latter total of $23 
billion is the figure reflected by the item “corporate 
profits and inventory valuation adjustment” in table 1 
(not reproduced here for lack of space). 

Second, the total value of production in 1947 was 
higher than ever before and corporate profits shared in 
the general advance. As a percentage of total income 
originating in the private sphere, corporate profits be- 
fore taxes corrected for inventory profits were not higher 
than in prewar years of prosperity although of course 
they were much higher than in depression years. Cor- 
porate profits after taxes were lower than in years of 
prewar prosperity because of the heavier incidence of 
taxation. 


This statement from a presumably neutral 
source is in line with our own findings as set 
forth in this Letter, and fails completely to sub- 
stantiate the blanket and _ undiscriminating 
charges so frequently made as to the “extortion- 
ate” nature of corporation earnings. 
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